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OI'·m recommends no increase in the maximum average annual payment 
if inflation adjustment is permitted, and a modest increase to 
$88 million per year without inflation adjustment; less front-end 
loading; and more inflation adjustment if the Micronesians agree to 
the lower annual payment figur e s . The Depa.ri.:ment of Justice 
associates itself with the O!lili position. (S) 

The OMB position is sound from the budgetary and fiscal points of 
view. There is no doubt that the Inter<J.gency Group recommendation 
will be more expensive. I would agree that the 11front-end loaded .. 
figure is likely to become the negotiating floor in future years. 
The OMB position fails, however, to address the political realities 
of the negotiations. The issues are, in starkest terms: 

Do we want the negotiations to proceed? 

Are the policy objectives originally set forth in 1977 still 
valid? (S) 

I believe that our stated policy of terminating the trusteeship in 
1981 and agreement on the free association relationship which we 
are currently negotiating will most effectively guarantee our 
security and defense interests in the Pacific. I believe that we 
should move these negotiations forward, and accept the political 
judgment that the negotiations will end if we stick to a position 
that has been overtaken by the size of our m-;n appr.·opriat:ions for 
the Trust Territories and undermined by infla�ion. (S) 

OMB has asked that consideratjon of the $10 million one-time pay
ment on nuclear claims, and authorization for continued related 
services, be deferred without prejudice until it has studied the 
proposal. I support t�his request. ( S) 

Reconunenna tion 

That you authorize me to sign the attached Pb.approving the Micro
nesia Intera.gency Group reconunendations on the ,r;Size of annual 
average payments, "front-end loading," inflation adjustment, and 
one-time pa:o.{ments (Tab B) (except the $10 m i l l ion payment on 
nuclear claims, and authorization for ctintinued related services, 
\'.lhich \vi.ll be deferred). (S) 

App rove _____ _ Disapprove 
----
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SUBJECT: Revision of Negotiating Instructions 

We believe we may be nearing the end of our political 
status negotiations with the three entities in Micron e sia -
the Marshall Islands, the Federated States of Micronesia and 
Palau. The draft agreement under negotia tion provides for a 
relationship whereby the U.S. would have compl ete defense 
and security authority , incl�ding a defense-based veto over 
actions by the Micronesian governments. The Micronesians 
would manage •cheir own internal affairs and foreig n rela-- · 
tions. 

. 

PD/NSC-11 authorized a maximum annual USG commi tment of 
$75 m illion , the provision of certain federal ser vi ces , and 
one-time payments totalling $18 million over the fifteen 
year period of the Compact of Free Association. However, 
during the long years of these negotiations, USG appropri
ations for

' 
Mi crones i a have mushn)omed: the total will 

amount to approximately $141 million in FY 79, including $61 
million for capital improvements. G i ven the recent g r o wth 
of these expenditures, the total USG commitment in FY 81, 
the expected last year of the trus t: e esh ip , could amount to a 

figure significantly greater than $141 million. 

The Micronesia Interagency Group, after long and care
ful consideration, has concluded that our stated policy of 
termination of the trustE:.:E�ship in 1981 and agreement on the 
free association re.l.a tionship V.'hich we are curren t.ly neqoti
ating will most effectively gu�rantee our se c uri ty and 
defense interests in the Pacific. In order to achieve these 
objectives aJ<d in light of the fact that in January in 
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Saipan the Micronesian negotiating commissions rejected our 
offer based on PD-11, the Interagency Group believes that we 
must be able to offer greater financial assistance than is 
authorized in PD-11. Without such additional authorization, 
it is probable that we would be unable to conclude these 
negotiations in a satisfactory way. The alternative of not 
ending the trusteeship would present serious problems at the 
United Nations and.could lead to serious and continuous 
confrontation with the Micronesians. The other alterna
tive· -- independence -- would make it difficult to ensure 
strategic denial for that area of the Pacific, and to 
guarantee access to the area for U.S. military forces and 
continued use of our Kwajalein Missile Range in a stable 
political environment. 

There are four elements for which we need a revision of 
earlier instructions. 

First, the negotiator's limit for the average annual 
payment (which includes grant assistance plus a number of 
miscellaneous services and activities) should be raised to 
$112 million. (Breakdown is at Tab A.) As noted above, 
this is still below the FY 79 expenditure of $141 million. 
Although it is impossible to quantify the financial request 
made by the Micronesians at our January negotiating SPS
sion, their proposals would amount to three or four times 
our initial offer of $65 million. 

Recommendation: 

The Hicrones.i.a Interagency Group* reconu11ends approval 
of annual average payments of $112 million. -(OMB's alter
native recommendations of $73 million plus inflation ad
justment or $88 million \qith no adjustment are outlined at 
Tab c.) 

Approve Disapprove 
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* Micronesia Interagency Group consists of the 4 ollowing 

Depart1nents and age ncie s : Sta tl?,', Interior, Defenst�, Justice, 
Commerce r Tran::�port:a tion f Energy, NSC, J'CS I Ol\113' Office for 
Micronesia Status Negotiations. (Justice reserves its com
menU:; on etll recorm11endati.ons until it can review Qtt;B' s 
p6siti.on paper at Tab C.) 
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Second, we should commit a greater portion of t:otal 
U.S. funding during the first five-year period of the 
relati6nship than dur i ng the second or third five - year 
periods because :  

The Micronesian� could realize very large economies 
in major new construction projects by utilizing contractors 
presently mobilized in the Trust Territory; 

· ·  -- Economic development (and, thus, a potential lessen
ing Df dependence on the U.S.) would be promo ted earlier in 
the post-termination period throu�Jh greater investment in 
development proj ect.s. (However, even under the most favor·
able conditions, it is unlikely that all of the Micronesian 
entities will reach a stage of economic take-off in the 
foreseeable future, though some could. Financial dependence 
on the U.S. probably could not dec l i ne dramatically because 
of r api.dly rising population.) 

vle believe that such "front�-en.d loading" is es-
�' senti a l to obtain Micronesian agreement to the Compact. 

Recommendation= 

The Interagency Group re commend s a.uthori Z<:< tion to 
"front-end load" the $9,1 million annual cash gra.nt: portion 
(for operations and infrastructure development) of �he $112 

million annual ave�·age for a maxirnurn total a lloca-t i on Df 
$141 million in eacl1 of the fi.rst five years (32% over t:he 
proposed average annual sum.) There would be commensura.tely 

�' lower amounts in tl:l.e later periods o (OHJ3 recommends 1imi t-
ing "front-end loading" to 25%.) (Justice points out t.hat 
there is a subst an tia l risk that after five years we will be 
faced with potentially irresistible demands from the . 
Micronesians not to reduce this "front-end loaded" fig ure , 

and, therefote, the total co s t of the 15 year package will 
probably be significantly greater than U1e amount outlined 
in the proposed agreement.) 

Approve Disapprove 
p2.r/o a£ 
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Third, v.•e should apply a limit.ed inflation adjustmen t 
formula. 'I'he Micronesian ncqot.iating commi s sions have each 
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